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SUMMER ENERGY CONCERNS FOR THE
AMERICAN CONSUMER

WEDNESDAY, JUNE 28, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON COMMERCE,
WASHINGTON, DC.

The committee met, pursuant to notice, at 9 a.m., in room 2123,
ngburn House Office Building, Hon. Tom Bliley (chairman) pre-
siding.

Members present: Representatives Bliley, Tauzin, Oxley, Bili-
rakis, Barton, Upton, Stearns, Cox, Deal, Largent, Bilbray, Lazio,
Cubin, Rogan, Shimkus, Wilson, Shadegg, Pickering, Fossella,
Blunt, Bryant, Hall, Boucher, Brown, Gordon, Rush, Stupak, Saw-
yer, Wynn, Green, McCarthy, Barrett, Luther, and Capps.

Staft present: Jim Barnette, chief counsel; Cathy VanWay, major-
ity counsel; Joe Stanko, majority counsel, Hugh Halpern, parlia-
mentarian; Kevin Cook, science advisor; Kelly Zerzan, majority
counsel; Robert Meyers, majority counsel; Ramsen Betfarhad, ma-
jority economist, Robert Simison, legislative clerk; Elizabeth Bren-
nan, legislative clerk; Peter Kielty, legislative clerk; Sue Sheridan,
minority counsel; Alison Taylor, minority counsel; and Rick Kestler,
minority professional staff.

Chairman BLILEY. The committee will come to order. I ask you
to take seats, please.

The Chair recognizes himself for an opening statement.

As my colleagues and our guests know, we don’t have full com-
mittee hearings very often, but it is a testament to this committee’s
importance to the House that every now and then an issue arises
that demands the attention of all of us in one room. Today we are
going to be talking about energy and consumer protection, the envi-
ronment and tourism, and all in the exercise of our rights and re-
sponsibilities under the House rules to conduct oversight on mat-
ters within the committee’s jurisdiction.

We are here today for answers. Our constituents back home are
concerned about the sticker shock at the gas pump and the head-
lines they read about the electricity demands. I want to get to the
bottom of what is causing price hikes for gasoline and what we in
Congress can do about it. I also want to make sure that we have
a steady, affordable power supply this summer and in the future.

When it comes to electricity, my views are well known. There
should be a limited Federal regulatory role, but at the same time,
all consumers, everyone from homeowners to high school principals
to manufacturers deserve to have confidence that their needs will
be met. We need to determine today whether they will have reli-
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able electricity in the future or find out what this committee needs
to do to make that confidence a reality.

The committee has a full day today, and the Chair would appre-
ciate the cooperation of all members in completing our agenda. All
members’ opening statements will be made a part of the record.
Without objection, so ordered. All members may insert materials
Eelev(fnt to today’s hearing into the record. Without objection, so or-

ered.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF HON. ToM BLILEY, CHAIRMAN, COMMITTEE ON COMMERCE

The Committee will come to order. The Chair recognizes himself for an opening
statement.

As my colleagues and our guests know, we don’t have full Committee hearings
very often. But it is a testament to this Committee’s importance to the House that
every now and then an issue arises that demands the attention of all of us in one
room.

Today we are going to be talking about energy. But we are also going to be talking
about consumer protection, the environment, and tourism—and all in the exercise
of our rights and responsibilities under the House Rules to conduct oversight on
matters within the Committee’s jurisdiction.

We are here today for answers. Our constituents back home are justifiably con-
cerned about the sticker shock at the gas pump and the headlines they read about
electricity demand. I want to get to the bottom of what’s causing price hikes for gas-
oline and what we in Congress can do about it.

I also want to make sure that we have a steady, affordable power supply this
summer and in the future. When it comes to electricity, my views are well known.
There should be a limited Federal regulatory role. But at the same time, all con-
sumers—everyone from homeowners to high school principals to manufacturers—de-
serve to have confidence that their needs will be met. We need to determine today
whether they will have reliable electricity this summer and in the future—or find
out what this Committee needs to do to make that confidence a reality.

The Committee has a very full day today and the Chair will appreciate the co-
operation of all Members in completing our agenda.

Without objection, all Members’ opening statements will be made part of the
record. So ordered. Without objection, all Members’ may insert materials relevant
to today’s hearing into the record. So ordered.

The Chair now recognizes the gentleman from Michigan for an opening statement.

PREPARED STATEMENT OF HON. W.J. “BILLY” TAUZIN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF LOUISIANA

Thank you Mr. Chairman, and I thank you for holding this hearing on such an
important issue on such a timely basis.

It is only fitting that this is a Full Committee hearing today because the issue
of rising gas prices falls within the jurisdiction of almost all of our Commerce sub-
committees.

Mr. Chairman, I have quite a few questions today for our witnesses, and I know
that almost every member here today has questions of their own, so I will keep my
opening remarks very brief.

There is really only one issue before us today: whether the current panoply of
state and federal regulations governing gasoline production in America today—in-
cluding reformulation standards and taxes—are affording our nation of consumers
with reasonable prices at the pump.

The answer, of course, is NO.

Now there are a number of factors that cause gas prices to fluctuate—some are
local while some are of national consequence. In the final analysis, however, I have
concerns that the reformulated gasoline program is the real culprit here as opposed
to the activities of oil companies.

Despite that gas prices have been unregulated for years, what we have here is
a clear case of regulation increasing the price of gasoline. As the requirements in-
crease...it becomes more difficult and costly to make gas that meets formula and
performance standards...the supply of gasoline decreases as a result...and natu-
rally, prices go up. It’s really as simple as that.
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On the record, I want to say that I am not fooled by the purported reasons for
or the scope of the FTC, administration induced, investigation. To attribute the rise
in gas prices to anything other than this administration’s failure to prevent esca-
lation is really laughable to me.

I would say to the Administration that energy policy is as important to Louisi-
ana’s Third District as any issue before Congress. As a result, I am as well versed
in energy issues than almost any other issue I deal with, and I know better than
to believe that some conveniently fabricated collusion is all of a sudden the reason
for rising gas prices.

For years, the reformulated gas standards have been driving prices up by increas-
ing the cost of production, and now all of the sudden...now that it’s clear we have
a problem...the Administration, almost overnight, now wants us to believe that a
handful of bad-actor oil companies have caused the problem overnight. Never mind
the faulty EPA science...never mind the Administration’s poor judgment.

I, for one, have never witnessed such a political ploy in my entire career as a Con-
gressman. How convenient a scenario!

Now, let’s talk about this sudden phenomenal and mysterious collusion that the
Administration hasn’t said a thing about until just last week?

The Administration now asserts absolutely that collusion is to blame, yet needs
to investigate as a means of gathering more information to justify its position.

There are two observations I can make about that. For one, the research usually
comes first, and then dictates the conclusion. This Administration, however, prefers
to make a public assertion for political reasons, and then go selectively fish for sup-
porting data. Second, I'm not sure what new, earth-shattering information this in-
vestigation will produce that is not already included in the FTC’s record of review
of the BP/Amoco, Exxon/Mobil, and Shell/Texaco mergers.

Make no mistake, if the White House’s concerns about collusion were genuine, or
at least consistent with its public position, then the FTC would be doing much more
than just investigating! It would be out trying to enjoin this collusion under the
broad statutory authority that it claims to have whenever doing so facilitates the
White House’s agenda.

The most unfortunate thing, however, about this investigation is that it will not
solve the nation’s problems this Summer. While the Administration remains busy
supervising the FTC’s insipid development of a phantom scapegoat, America will
continue to pay highly inflated gas prices across the country under the mistaken be-
lief that once Mr. Gore deals with these few bad actors that everything will magi-
cally return to normal. What nonsense!

Fortunately, I think that the American public is smart enough to recognize what’s
going on here. Things don’t go so awry on a nationwide basis as a result of some
isolated and local bad faith, even if there is some merit to the FTC’s charges—
which, as I've said, are suspect at best in light of the timing of the FTC’s enlight-
ening discovery.

Today, I'm here to send the message to Mr. Gore that I don’t buy it. And, I will
do my best to ensure that the public doesn’t buy it either.

With that, Mr. Chairman, I yield back, and I look forward to today’s discussion.

PREPARED STATEMENT OF HON. MICHAEL BILIRAKIS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF FLORIDA

Thank you Mr. Chairman.

First, let me commend you for scheduling today’s hearing on summer energy con-
cerns for the American consumer. Rising gasoline prices is an issue that certainly
has the attention of my constituents and the rest of the American public. I believe
it is imperative for us to examine the causes behind these rising prices.

Earlier this year, the Energy Information Agency predicted that, even barring
major refinery disruptions this summer, average retail gasoline prices could reach
a monthly average of $1.75 to $1.80 per gallon. In some parts of the country, gaso-
line prices have already exceeded these predictions.

In my district, the price for a gallon of regular gasoline ranges from $1.51 to
$1.57. A gallon of premium gasoline can cost as much as $1.78. A year ago, a gallon
of gas cost just 98.2 cents in Florida. It is easy to understand why so many Ameri-
cans are seeing red when they visit their local gas station.

Many factors may be contributing to the rising price of gasoline. One matter
under review today has been a particular focus of the Health and Environment Sub-
committee—implementation of the reformulated gasoline program (RFG).

Over the past two and a half years, we have held three hearings which specifically
addressed the RFG program. At our most recent hearing, on March 2, 2000, we ex-
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amined several questions concerning national implementation of the program, in-
cluding water contamination associated with the fuel oxygenate, methyl tertiary
butyl ether, or MTBE.

Today, I think we must examine the price experience of Phase II of the RFG pro-
gram in the Midwest and the specific causes for the runup in gasoline prices in that
area. But we must also closely review the Environmental Protection Agency’s con-
tinuing implementation of the RFG program and why it did not, or could not, pre-
dict the difficulties which have been experienced in Chicago and Milwaukee.

The RFG program is a mature program. It has been in law for almost ten years
and final regulations were issued in February of 1994. It is therefore disturbing that
it wasn’t until early June, or after the final downstream implementation date of the
Phase II program, that EPA began to ask why refiners were having difficulty in
meeting the demand for RFG and why prices had escalated far beyond other areas
of the country. While I have not drawn any conclusions on this matter, I also find
it hard to believe that there were not some signs on the horizon of the difficulties
that lay ahead.

I also remain concerned regarding the Agency’s apparent inability to move for-
ward with any determination concerning a request from California for waiver of the
2 percent federal oxygenate standard for RFG. EPA has been “reviewing” this mat-
ter for 15 months. It has every last bit of data it requested from the State of Cali-
fornia since early February. And yet, Administrator Browner last week would not
even venture a tentative date as to when the Agency would complete its work.

Last May, I indicated that EPA inaction on this matter looked like “stonewalling”
on the part of the Agency. Today, unless I hear differently from the witnesses, I
think the EPA’s intransigence on this matter is more like the Great Wall of China
stretching endlessly into the distance with no end in sight.

It is simply not credible or believable that the Agency cannot address this tech-
nical issue when, in the next breath, it acts to promulgate major revisions to air
standards, new fuel standards for cars and diesels, and endless paper and litigation
on the ozone transport rule. Whatever the reason for inaction, at this point, EPA’s
inaction cannot be based on questions of technicality or difficulty, but rather must
be based on deliberate intent or total incompetence.

I am anxious to hear from today’s witnesses and look forward to working with
my colleagues on this important issue.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF HON. STEVE LARGENT, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OKLAHOMA

Mr. Chairman, you are to be commended for holding this very important full com-
mittee hearing on two issues that will predominate this summer’s headlines—gas
prices and electricity reliability. I want to welcome our illustrious panel of wit-
nesses, and pay a special word of welcome to one of my constituents who will be
testifying on the second panel, Mr. Jerry Thompson, Senior Vice President of Citgo.

Mr. Chairman, in the interest of time, I will keep my opening remarks brief, over
the course of the past few weeks we have seen of barrage of political finger pointing
because of increased gas prices. I'm sure there is enough fault to go around, but
Americans have grown weary of the political blame game. They just want congress
and the administration, as well as industry, to work together to find a long term
solution to ensure reliable and affordable energy prices.

This morning we will also look at the constraints being placed on our national
electric transmission system and the current balkanization of the grid. As an eternal
optimist, I want to say to all those skeptics and nay sayers who believe that we can-
not pass comprehensive restructuring legislation which ensures open and non-dis-
criminatory access to the grid, I am confident this committee, will in fact, prove you
wrong.

Both Chairman Bliley and Chairman Barton, as well as all members who have
worked on this issue, are to be commended for their diligent efforts.

Mr. Chairman, I look forward to having a constructive dialogue with our wit-
nesses, and again thank you for holding this very important hearing.

PREPARED STATEMENT OF HON. RICK LAZIO, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF NEW YORK

Mr. Chairman, I applaud you for holding this hearing on this critical issue today.
I look forward to the insights and suggestions from our witnesses.
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Mr. Chairman, there is a gas crisis in New York and America today. And what
New Yorkers and all Americans deserve—immediately—is relief from escalating fuel
prices. The bottom line is that we need to take action to lower gas prices—now.

Mr. Chairman, New Yorkers are being gouged at the gas pump. The average price
per gallon in our state is up to $1.70. These outrageous gas prices affect all New
Yorkers, making driving more expensive, and raising the cost of every item moved
by truck—from food to clothes to household goods.

Many small, fuel-intensive businesses already are suffering the effects of high gas
prices. For a small company that consumes 50,000 gallons of diesel fuel in a month,
the increase in prices in the past year will cost that company an additional $40,000
per kmonth. High gas prices have the most impact on poor, elderly, and rural New
Yorkers.

Mr. Chairman, the CATO Institute calls the flat 4.3 cents per gallon federal gas
tax one of the most regressive of all federal taxes. Most New Yorkers earning less
than $ 1 0,000 per year commute to work in cars, so a flat tax rate falls dispropor-
tionately on these poor as a percentage of their income. Rich or poor, you still pay
the same amount at the pump. Rich or poor, you still have to drive about as far
to work and to the grocery store. But our lower income families have less money
with which to pay at the pump.

The Tax Foundation says excise taxes such as the gasoline tax are five times more
burdensome for lower-income households than they are for wealthy taxpayers.

Here is what I believe we need to do—now.

First, we must repeal the Clinton-Gore gas tax. The gas tax was established in
1993. The Clinton-Gore gas tax increase costs New Yorkers over three hundred mil-
lion dollars a year.

Second, the Administration must begin pressuring the OPEC nations to take real
steps to increase production, increase the supply of oil, and help lower prices. In
1991, America committed its prestige and its blood to help protect many of the Mid-
east oil-producing nations. It is time for us to call in that debt.

Third, we need to immediately open the Strategic Petroleum Reserve to increase
the supply of fuel on the market. The reserve was created to ensure a stable supply
of 0il during a crisis. Let me tell you—gas prices approaching $2.00 a gallon means
a real crisis for New Yorkers.

Some have expressed concern that eliminating the federal gas tax would affect the
amount of money the states get for road construction. This year’s federal budget sur-
plus is nearing $250 billion. The surplus will likely total $2 trillion over the next
ten years. The taxpayers helped build this surplus—they deserve to get some benefit
grorg it. We should use part of the surplus to offset any reduction in federal highway
unds.

Mr. Chairman, last night I, and the majority of this House, voted again to reau-
thorize the Strategic Petroleum Reserve and to create a Northeast Regional Heating
Oil Reserve. I have been an early and consistent supporter of the Northeast reserve,
but I recognize that it alone is not a complete solution. I look forward to working
with our colleagues in the other body to make that reserve a reality.

Mr. Chairman, this is a great nation and it deserves great things from its leaders.
This gas crisis was no surprise. We in New York saw it coming when we watched
our heating bills double overnight last winter. We cannot understand how the ad-
ministration could have sat by and done nothing to avoid last winter’s heating oil
crisis from becoming this summer’s gas crisis.

Mr. Chairman, you are to be commended for holding this hearing, and I look for-
ward to working with you and this Committee on this important issue.

PREPARED STATEMENT OF HON. BARBARA CUBIN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF WYOMING

The United States now relies on foreign imports for 56% of our crude oil needs.
In the last eight years domestic oil production has declined 17%. A decade ago there
were over 650 drilling rigs exploring for oil in the U.S., today there are only 153.
The popular scapegoat for high gasoline prices are our Middle East allies of Desert
Storm and the remainder of OPEC nations. But much of the responsibility for our
addiction to foreign oil is the result of policies emanating from the Clinton/Gore Ad-
ministration. This administration has formulated an anti-energy policy that for
eight years discouraged oil exploration and reduced our domestic energy to a shad-
ow of its former self. As a result, American’s are paying for that 10,000 mile eco-
nomic intravenous drip at the pump and at the cash register. Transportation costs
are skyrocketing; everything that rolls, floats, or flies costs more to operate. From
food and clothing to computers and telecommunications equipment—all goods and
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services cost more. 1t’s not just the gas for your family car; our national security
and health of our economy are at stake.

Wyoming has benefited from a rise in oil prices. But we are once again on the
upswing of the infamous roller-coaster economy so prevalent in a State dependent
on natural resources. The downturn surely will follow. I do not support artificial en-
ergy prices—whether low from a temporary oil glut, or high from withholding crude
from the market. We must have an energy policy that creates a stable market to
support a vibrant domestic energy industry while providing affordable energy to
power our expanding economy. The law of supply and demand is basically immu-
table. Neither the President nor Congress can force prices lower when demand re-
mains constant or increases at the same time supplies have decreased. Rather we
should attack the problem from both ends of the equation.

From the supply side, we should require the Clinton/Gore Administration to dis-
close, in a report to Congress, the extent of domestic oil and gas resources which
lie beneath public lands and outer continental shelf (OCS) areas deemed off-limits
to exploration and development. This showing must include undiscovered resources
estimated by objective scientific means as well as know reserves. Likewise, the re-
port should include an assessment of domestic hydrocarbon resources which are not
getting to markets in a timely manner because of extraordinary delays in lease
issuance and/or permitting of wells and pipelines, such as we have already seen
with respect to coalbed methane in the Powder River Basin. Energy experts agree
the public lands and OCS have the best potential for significant new discoveries of
oil and gas anywhere in the United States. In this manner, Congress will have base-
line for policymaking regarding federal oil and gas supplies. Other factors for in-
creasing domestic supplies include tax incentives for companies to spend more of
their exploration budgets here at home rather than in foreign countries. Senator
Hutchison has introduced such a package which deserves debate, passage by Con-
gress and a signature of the President. On the demand side, Congress and the Ad-
ministration should continue efforts for increased efficiencies in power generation,
transmission and usage. When calculating the demand for oil and natural gas, we
must not neglect the significant role of coal and uranium resources in electric power
generation, including research and development in cleaner burning of fossil fuels.
Likewise, the Administration must acknowledge the impact of an upcoming decision
to classify fly ash from coal-burning plants to be a hazardous substance. Coal-fired
electricity rates will increase significantly if this environmentally benign ash cannot
be used in the reclamation of the very mines whence it came. There are a number
of directions we can go to secure more domestic energy. The bottom line is we have
the resources and the technology to responsibly produce the energy America needs
to power industry and fulfill the needs of all Americans. Future generations will pay
an even higher price down the road if we fail to answer the call.

PREPARED STATEMENT OF ROY BLUNT, A REPRESENTATIVE IN CONGRESS FROM THE
STATE OF MISSOURI

Mr. Chairman: When it comes to concerns about gasoline and diesel prices, my
constituents in the Seventh District of Missouri aren’t interested in fingerpointing,
scapegoating, or demogogery. MTBE and RFG aren’t what’s being discussed by hus-
bands and wives around the kitchen tables. They want lower fuel prices, stable sup-
plies, and they want it now, not 6 months or a year from now.

Families want assurances that they aren’t going to have to decide whether to put
gas in their car to go to work or food on the table to feed themselves. Farmers want
to make sure that they can afford the fuel to operate their tractors to plant and
cultivate crops now but still be in business when it comes time to harvest this fall.
Small business owners are concerned that their customers won’t have the money to
buy their goods and services or that the higher cost of transportation and supplies
will drive them out of business. Members of volunteer fire departments are even
telling me that higher fuel prices are reducing the number of firefighters who are
showing up to help out their neighbors in time of need.

Higher fuel prices impact everyone. Mr. Chairman, I'm supporting an immediate
suspension of the federal tax on motor fuels, 18.4 cents on gasoline and 24.4 cents
on diesel fuel. That’s a tax cut that will immediately go directly into the pocketbooks
of every American family that drives a car or a truck.

Because as a nation we can’t afford to stop building and maintaining roads, I also
propose that we reimburse the Highway Trust Funds the dollars we would have col-
lected in the same 90 day period. This suspension transfers over $7 Billion dollars
out of the Treasury Department on Pennsylvania Ave and moves it to Front Street
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America, out of the reach of those in Washington who have never met a new or ex-
panded entitlement program they couldn’t love.

But once we've get fuel prices under control, the American people are demanding
the Truth.

They want to know how the three-fold failure of the Energy Department to build
adequate international relationships with our foreign oil suppliers, to encourage de-
velopment of domestic petroleum supplies and to promote alternative energy sys-
tems led to higher motor fuel prices.

They want to know why the Energy Department was napping—in the words of
Secretary Richardson—as the cost of foreign oil virtually tripled in less than two
years and as inventories of US fuel supplies reached their lowest levels in many
years.

They want to know whether there is any truth to published reports that the cur-
rent Administration encouraged OPEC production cuts to help some countries pay
off debts to US banks.

They want to know whether there’s been price gouging by refiners and retailers.

They want to know why the Energy Department claims that reformulated gaso-
line only costs pennies more per gallon, the Congressional Research Service esti-
mates the cost at about 25 cents per gallon, but the marketplace placed the cost
at as much as 40 cents per gallon.

And in my Congressional district people want to know why gasoline and diesel
fuel being unloaded at two terminals in our district were priced as much as 30 cents
more per gallon than fuel a couple of hundred miles away.

Mr. Chairman, our citizens not only want the truth, they are demanding the
truth. My colleagues, I can assure you that the American public is as mad as hell,
and they are going to hold what they perceive as “do nothing” politicians account-
able.

I call on the Senate to quickly approve the Oil Price Reduction Act of 2000 which
would reduce, suspend, or terminate any foreign aid, include military assistance, to
any country determined to be engaged in oil price fixing to the detriment of the
United States economy.

I call on my colleagues to join with me in supporting a 90 day suspension of fed-
eral motor fuel taxes.

I also want to call on the members of the President’s Administration to pursue
with utmost urgency your review of the causes of the current increase in fuel prices
and to either make the necessary changes yourself or come back to this Congress
with concrete proposals for reducing prices at the earliest date possible.

PREPARED STATEMENT OF HON. JOHN D. DINGELL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MICHIGAN

Mr. Chairman, I appreciate this hearing and hope that it produces a serious dis-
cussion of the issues at hand. While it might be tempting to engage in a festival
of fingerpointing to assign responsibility for the recent rise in gasoline prices, we
might find at the end of this hearing that some of those fingers will be pointed at
us.

In the last few weeks, the price of a gallon of gasoline in some Midwestern cities
jltl‘fmpecii 60 cents overnight. A number of explanations for those increases have been
offered.

One is that a new reformulated gasoline requirement is responsible. Reformulated
gasoline had its origins in the Clean Air Act Amendments submitted to the Con-
gress by one George H-W. Bush, and signed into law by him in 1990. We had a spir-
ited debate in this Committee on this issue—Secretary Richardson remembers it
well, because he was then one of our members—and I warned at the time that refor-
mulated gas might be more expensive or produce distribution problems.

Nonetheless, there is no credible evidence that the reformulated gas requirements
are entirely or even primarily responsible for the recent price spike. In fact, in some
areas reformulated gas is cheaper than regular gasoline.

A second explanation is that we are having supply problems, specifically, acci-
dents causing the interruption or curtailment of service at two pipelines. As Sec-
retary Slater knows, I have had some choice words of criticism for the competence
of the Office of Pipeline Safety. But I also warned, when this Committee considered
pipeline legislation almost two years ago, that we were blissfully ignoring safety.
The Committee, of course, chose to ignore my warnings instead. We’ve since seen
pipeline accidents take the lives of children in Washington state, and we’ve been
made aware that there is indeed an economic component to pipeline safety.
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We've also seen accusations and insinuations of good old-fashioned price gouging
by the oil companies. Chairman Pitofsky’s agency is in the process of investigating
those questions, and while I wouldn’t prejudge its results, I have a strong suspicion
that at a minimum, what we have here are some practicing capitalists.

Finally, the Administration has been accused of lacking an energy policy. That’s
a charge that can also be leveled at a Congress that has not only failed to reauthor-
ize the Strategic Petroleum Reserve, but whose leadership actually proposed elimi-
nating SPRO and disposing of its petroleum contents. The Congress also proposed
abolishing the Energy Information Administration, our first line of defense against
our own ignorance on energy matters.

There is, frankly, enough responsibility to go around. The harsh fact is that we
only pay attention to energy issues when there is a price spike or a supply disrup-
tion. No matter where our discussion leads us today, I would hope that we look at
these issues as longer term, sustained projects. Many of the proposed solutions cur-
rently under discussion are simply designed to get us through the next election.

PREPARED STATEMENT OF HON. RALPH M. HALL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF TEXAS

Mr. Chairman and Members of the Committee—I thank you for holding this hear-
ing today. Last week I requested that you schedule this hearing to take testimony
from witnesses who have actual knowledge of how gasoline and other refined petro-
leum products are produced, refined and marketed. In that letter I urged you to
hold this hearing now so if we learn there are problems with how these markets
are operating, we have enough time before adjournment to find the appropriate rem-
edies, if there is evidence of price collusion among sellers. While price gouging is
n}cl)t illegal, perhaps we can put the spotlight on it if it is occurring in the supply
chain.

In the last week however, the rhetoric has escalated to a fever pitch, with Demo-
crats blaming Republicans, Republicans blaming Democrats, and consumer groups
blaming the oil companies about the situation we find ourselves in today. We in the
Congress are fine practitioners of the blame game. But I think it’s time we look in-
ward at ourselves, at this government. And if we do, I believe we will find that for
a long time we have been negligent in our responsibilities to ensure a reliable sup-
ply of crude oil at stable prices. It may be, as the cartoon character Pogo once said,
“We have met the enemy and it is us.”

Nobody likes lower energy prices than I do, but the low prices of last year were
every bit as much of a market signal that something was wrong as the relatively
high prices that we see posted at the pump are today. The oil industry and its in-
dustry economists foresaw this escalation of prices more than a year ago. And yet
here we are today castigating them for what they told us would ensue if we didn’t
act. As a government we sat idly by, and not only did nothing, but we actually al-
lowed domestic production to decline significantly, because we thought that in low
prices there was a real free lunch. Well, the check now has to be paid.

We have not had the courage to pursue what really ought to be our objective—
and that is stable oil prices. It has taken us years of inaction to dig ourselves into
this quagmire, and it will take some years to get us out of it. But we can make
a commitment, while prices are high, to enact legislation to provide stability in oil
prices—even after prices have declined. We simply can’t continue to be as short-
sighted as we have been to date.

What needs to be done? For starters we need to pass the tax package that has
been championed by Wes Watkins of Oklahoma. It’s not all the industry needs, but
it’s a start. With the record budget surpluses projected over the next ten years, sure-
ly we can afford the revenue loss that will benefit our constituents much more than
it will cost them.

We need to enlarge our drilling options. An offshore rig is never nearly as un-
sightly as a ship laden with American soldiers and sailors going off to fight in a
foreign land for energy. Make no mistake—the United States will go to war for en-
ergy—when ours is completely depleted.

Japan in the late 1930s was forced to go to Malaysia for energy after Secretary
of State Cordell Hull and Secretary of War Henry Stimson cut off their supply of
energy. Hitler went east. We also sent 400,000 troops to Kuwait but never men-
tioned the real reason we sent them there—to keep a bad person and an unfriendly
nation from controlling one-half of the world’s energy.

I'm an environmentalist, but I don’t like to think of body bags. We are nearing
a day and time when realism tells us to protect an environment by serving our
country and by drilling on the Alaskan North Slope, offshore and on federal lands



9

now locked away from exploration and production. The signs that the environ-
mentalists hold up saying “No Nukes” can say “No Wars.”

There is something we should include if we adopt a new energy policy—and that
is to provide an incentive to look for energy and a reward for finding it.

We also need to stop arguing about whether it’s fossil energy or renewable energy
that ought to be in our energy future. The fact of the matter is, we need them both!
Let’s cough up the dollars to support renewable energy technology and energy effi-
ciency and support fossil energy R&D, too. There’s much more oil and gas to be pro-
duced in this country, but we have to develop the technologies to extract it at rea-
sonable cost. Coal also deserves support. After all, our coal resource will be here
long after the oil and natural gas resource base has been depleted.

Mr. Chairman, we are the envy of the world with our diverse energy resource
base. France, Germany and Japan would kill to have our domestic energy resources,
and the people we have who are pursuing research in advanced combustion tech-
nologies, renewable energy resources and energy efficiency. Many writers say that,
even at current prices, by world standards gasoline is a big bargain. They tell us
to try filling up in France or Italy and see what you pay. Even so, we need to in-
crease our domestic production capability to help bring about a more stable market.

Let’s take a hard look at how these markets are working and make certain that
they are working properly. That is our job here today. I am willing to work with
you and the other members of the Committee to move any legislation that will deal
with the longer-term, more fundamental problems that prevent us from achieving
stable prices.

PREPARED STATEMENT OF HON. SHERROD BROWN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OHIO

Thank you, Mr. Chairman. By now we have already heard many explanations for
high gasoline prices. Maybe we will learn something new from this hearing. But I
have yet to hear a satisfactory explanation for the dramatic jump in gas prices in
the Midwest earlier this month.

I look forward to the results of the Federal Trade Commission’s investigation into
possible antitrust activity in the Midwestern gasoline markets. I have urged the
President to ensure the FTC has all the resources it needs to conduct a speedy in-
vestigation, and the Justice Department is poised to take enforcement action quickly
if any wrongdoing is found.

But I suspect these huge price spikes can be explained in one word: price-gouging.
With supplies tight and the summer driving season beginning, the oil industry saw
the opportunity to reap windfall profits at the expense of our constituents. My con-
stituents don’t have any trouble identifying the price increases as price-gouging.
They have been calling me, and demanding to know what I'm doing about it.
They’re not happy when I tell them, “Price-gouging is not illegal.”

While price-gouging is legal, it isn’t right. On April 10, 1962, six major US steel
producers announced a sudden increase in steel prices. President John F. Kennedy
Wa(si absolutely furious. He denounced the price increase in no uncertain terms. He
said,

Price and wage decisions in this country, except for a very limited restriction
in the case of monopolies and national emergency strikes, are and ought to be
freely and privately made. But the American people have a right to expect, in
return for that freedom, a higher sense of business responsibility for the welfare
of their country than has been shown in the last two days.

Some time ago I asked each American to consider what he would do for his
country and I asked the steel companies. In the last 24 hours we had their an-
swer.

Three and four days later, in response to President Kennedy’s ringing denuncia-
tion, the steelmakers canceled their price increases.

Distinguished Administration witnesses, I call on you and the President to use the
same bully pulpit, as President Kennedy did, to call for lower gas prices now.

I also urge the Republican leadership in this Congress to call for lower gas prices
immediately. Remember that you represent American citizens—workers, small busi-
ness owners, families—not just oil companies. Stop telling us the Administration
doesn’t have an energy policy. President Reagan and President Bush didn’t have an
energy policy any more comprehensive than President Clinton’s.

It 1s truly ironic that the Republican leadership wants to eliminate the Depart-
ment of Energy, refuses to invest in energy efficiency, and refuses to invest in devel-
oping new sources of energy renewable sources. Yet the Republican leadership tells



10

the public the high prices at the gas pump are because the Democrats we don’t have
an energy policy.

Let’s get these prices down as quickly as possible, and make sure we work to-
gether on our long-term energy policy. Thank you, Mr. Chairman.

PREPARED STATEMENT OF HON. FRANK PALLONE, JR., A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW JERSEY

Mr. Chairman, this hearing is supposed to address “summer energy concerns.”
Well, I am concerned about what we are facing and are likely to face this summer—
in terms of exorbitant gas prices and impending blackouts and brownouts—and
what we, particularly in the northeast, are going to face in the fall with respect to
heating oil prices.

However, it seems to me these crises could be, or could have been, avoided. Yes,
we may be witnessing some price gouging by the oil companies, and I hope we’ll
explore that angle in depth here this morning. Yet, this committee last addressed
a comprehensive energy policy in 1992 with the Energy Policy Act of 1992. And, for
the first 4.5 years the Republicans controlled this Congress, they conducted no over-
sight on oil & gas policy at all. Moreover, the first hearing of this Congress was on
the Iraqi oil-for-food program, during which Mr. Barton declared oil prices were too
low. Our chairman also stated he knew OPEC was going to cut supply but took no
action to protect our Nation’s consumers. That was over one year ago.

The Republicans now claim to have an energy policy—their “sham” policy consists
of trying to abolish the Department of Energy, cutting funding for renewable energy,
energy conservation measures, and fuel-efficient vehicles far below the Clinton-Gore
Administration’s requested levels, and repealing fuel taxes that pay for our nation’s
transportation infrastructure.

Mr. Chairman, I am concerned about rising gas prices and about the reliability
of our electric transmission system. Supplies are already barely available for gaso-
line, and natural gas supplies are going to be tight for heating, cooling, and keeping
the lights on this summer and fall. Mr. Chairman, as we will hear from at least
one witness (Alliance to Save Energy), the only way to address these problems in
the near-term, as well as the long-term is to look at energy conservation, alternative
energy resource development and other measures to reduce the burden on the grid
and on our fossil fuel resources.

We must take a long-term approach to ensure this Nation’s energy independence
and energy security. The Republicans have done everything they can to gut Demo-
crats’ and the administration’s attempts to do so.

Let me also briefly address two other issues. First, I will examine the reformu-
lated gasoline issue. Reformulated gasoline now costs only approximately five cents
per gallon more than conventional gasoline—and this includes the newest, more
stringent requirements and includes blending with ethanol. But, in case anyone
feels this is too much to pay, I have joined my colleagues, Mr. Barrett, Mr. Kucinich,
and Mr. Baldacci in introducing legislation, H.R. 4739, which addresses the Unocal
patent for reformulated gasoline. Unocal can be seen to have a monopoly on the
blending process for reformulated gasoline. Other refiners have cut back supply to
avoid paying high prices for the license to these patents. Our legislation would en-
able the Attorney General to extend authority she currently has under the Clean
Air Act to the reformulated gasoline program, so that these patents would be more
readily available to all refiners, thereby enabling refiners to increase supplies, and
in turn, bring down prices.

Finally, let me discuss pipeline problems which have disrupted the flow of petro-
leum products to the midwest. I look forward to hearing from the Department of
Transportation (DOT) on this aspect of today’s hearing. I am fairly confident that
these breakdowns have likely also led to the recent increase in gas prices. I have
long fought for tougher pipeline safety legislation to prevent such accidents. Now,
I am working with Rep. Inslee to introduce strong pipeline safety legislation that
would require inspections to detect corrosion of hazardous liquid pipelines. These in-
spections should prevent the type of accident that occurred with the “explorer” pipe-
line. My legislation also contains strong enforcement provisions to further prevent
operators from trying to avoid complying with requirements. And, as many of you
know, I have passed one-call legislation so that excavators “call before they dig” to
also try to avoid pipeline interruptions.

Thank you, Mr. Chairman.
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PREPARED STATEMENT OF HON. BILL LUTHER, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF MINNESOTA

I would like to thank the Chairman of the Committee for holding this important
hearing. During this hearing I would like to address two concerns with regard to
soaring gasoline prices in Minnesota and the Midwest:

First, the Federal Trade Commission has recently launched an investigation into
possible price collusion in Midwestern markets. The state of Minnesota will be in-
cluded within the Midwest geographical region that the Commission will inves-
tigate. I am very concerned over allegations of price collusion, and I hope this hear-
ing will provide Chairman Pitofsky with an opportunity to set forth the general
structure of the FTC’s investigation. I realize and appreciate the sensitivity of dis-
closing preliminary information, and I certainly respect the FTC’s discretion in this
regard. But to the degree that he is so empowered, I would appreciate it if Chair-
man Pitofsky could inform the Committee of how the FTC generally plans to inves-
tigate the rising prices on the American consumer.

On this point, I would like to submit into the record an article appearing in the
June 23 edition of the Minneapolis Star Tribune. That article reports that an
unnamed major oil company, which controls 40% of the Twin Cities market, was
going to reduce gasoline prices by 7 cents a gallon the next day. This sudden action
came on the heels of another news report two days earlier that announcing that the
FTC would include Minnesota within its regional investigation of price collusion.
Mr. Chairman, it is my hope both Chairman Pitofsky and our witnesses can explain
this sudden drop in prices.

My second concern is with Phase II of the reformulated gasoline program or RFG.
Many in Congress have blamed the Administration and the EPA for the mandates
under the Clean Air Act—in particular, they blame the EPA’s recent regulations
that require certain metropolitan areas to sell the cleaner-burning summertime
RFG. Phase II of this program became effective in January of this year and Phase
II RFG was due at the pump on June 1st. This timetable roughly coincides with
the spike in gasoline prices. However, no metropolitan area in Minnesota was re-
quired to participate in Phase II, nor did Minnesota elect to opt into the program
on a statewide basis. Nonetheless, Minnesota gasoline prices soared to $1.90 a gal-
lon, a price on par with prices in Milwaukee and Chicago. It is my hope that EPA
Administrator Browner and our witnesses can explain how RFG has adversely af-
fected gasoline prices in Minnesota, when the entire state is not under any of Phase
IT’s requirements.

It is vitally important that Congress address the needs of the American consumer
in this matter. Whether it be price collusion, reformulated gasoline, defective pipe-
lines, or general market economics, the American consumer needs relief. This can
only be accomplished through a thorough understanding of the causes of the current
situation. I therefore look forward to hearing all of the testimony.

Chairman BLILEY. Mr. Dingell is not here, so we will begin with
our witnesses. So we will start on the left with the Chairman of
the Federal Trade Commission, Mr. Pitofsky; followed by Ms.
Browner of EPA; Mr. Slater, the Secretary of Transportation; and
Secretary Richardson.

STATEMENT OF HON. ROBERT PITOFSKY, CHAIRMAN,
FEDERAL TRADE COMMISSION

Mr. Prrorsky. Thank you very much, Mr. Chairman. I am
pleased to have this opportunity to discuss with members of this
committee the matter of recent price increases in the price of gaso-
line, particularly in the Midwest. As you know, motorists in the
Midwest have been subjected to remarkably large and abrupt price
spikes in gasoline prices. In Chicago, prices for regular reformu-
lated gasoline hit a high of $2.13 on June 20 and reportedly as
high as $2.50 at some gas stations. In Milwaukee, on June 20 the
price was $2.02. By the middle of June, motorists living in the Mid-
west States including Illinois, Wisconsin and Michigan were paying
the highest retail gasoline prices in the United States. And the
question from all of us is why is this happening?
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Some have speculated that the price increase in the Midwest is
occurring because of the decision of the OPEC countries to curtail
production, because of the increase in demand for crude oil in Asia
as those economies recover, or the increase in the demand in the
United States as a result of the summer driving season. But all of
those factors should affect the east coast, the west coast and the
Midwest approximately in the same way. Therefore, it seems un-
likely to me at this time that these factors would account for price
increases for reformulated gas in the Midwest that are 30, 40 or
even 50 cents higher than for reformulated gasoline in other parts
of the country.

Others have suggested that the price increases relate directly or
indirectly to the decision originally made by Congress and imple-
mented by the EPA to introduce Phase II summer blend gasoline
into particular parts of the Midwest. The Phase II gasoline used in
the Midwest involves a new ingredient not used in many other
parts of the United States and may have caused adjustment dif-
ficulties in the production process and may have decreased refinery
yields. There have also been some transportation difficulties in two
pipelines serving the Midwest, although one of those pipeline dif-
ficulties occurred in March and appears to have been largely, if not
completely, solved, and the other involved a rather minor spill. But
small disruptions of supply in a tight market can cause severe
price fluctuations.

Finally, some have suspected that the Midwestern price increase
is as a result of some sort of collusion or conspiracy among pro-
ducers in the area or noncollusive opportunism by refiners and
other marketers taking advantage of market dislocations resulting
from the introduction of a new form of gasoline.

The FTC’s decision to initiate a formal investigation of gasoline
prices in the Midwest has met with strong bipartisan support from
Members of Congress and from the administration. We have heard
from over 100 Members of Congress, both sides of the aisle, Repub-
lican and Democratic, urging or supporting this investigation. We
have begun to serve subpoenas on major oil companies operating
in the Midwest, we will serve additional subpoenas in the near fu-
ture and will eventually take testimony under oath.

One of the virtues of an investigation like ours is that we can
come down from the mountaintop of speculation and suspicion and
look more closely at how these substantial price increases came
about. Among the issues that we will address are the following: As-
suming that the price increases were triggered at the refinery or
terminal levels, which firms led off the price increases and when,
and why did they move in that way? Which firms followed the ini-
tial price increases and in what time period?

As to companies that led or followed, what were their levels of
inventory of conventional gasoline and reformulated gasoline at the
time decisions were made to increase prices? Were those levels
lower than usual?

To what extent did the introduction of reformulated gasoline in-
crease the costs of refiners and terminal outlets? What were the
production levels in the months leading up to the introduction of
reformulated gasoline, and what were the production levels since?
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Assuming that demand for gasoline is relatively inelastic, that is
in the short run, almost all motorists and small businesses will pay
the additional money rather than discontinue driving or abandon
their cars, what were the reasons for the price increase?

Finally, is there any direct evidence of collusion?

The good news is that prices at refineries, terminals and at least
some retail outlets in the affected areas appear to have fallen in
the last week or so. We will also investigate why the prices have
fallen in the way that they have.

I have committed the Federal Trade Commission to conduct a
thorough, fair and objective study of gasoline price levels through-
out the Midwest and, depending on what our investigation finds,
to take appropriate action. Assuming the parties cooperate, I hope
to have a status update on the progress of our investigation for the
Congress by the end of July. Thank you, and of course I will be
glad to answer questions.

[The prepared statement of Robert Pitofsky follows:]

PREPARED STATEMENT OF HON. ROBERT PITOFSKY,! CHAIRMAN, FEDERAL TRADE
COMMISSION

I. INTRODUCTION

Mr. Chairman and members of the Committee, I am pleased to appear before you
today at this hearing on the important topic of summer energy concerns, and to
present the Federal Trade Commission’s testimony, which will focus on recent in-
creases in gasoline prices in certain Midwest markets. Competition in the energy
sector—particularly in the petroleum industry—is vital to the health of the economy
of the United States. Antitrust enforcement has an important role to play in ensur-
ing that the industry is, and remains, competitive.

Consumers in some Midwest markets, such as Chicago and Milwaukee, have ex-
perienced considerable price increases in gasoline since early spring, and prices have
continued to spike up in the past month. The national average retail price of refor-
mulated gasoline (“RFG”) increased from $1.29 to $1.67 per gallon from November,
1999 to June 12, 2000.2 In Chicago, the average RFG price rose from $1.85 per gal-
lon on May 30 to $2.13 on June 20.3 From May 30 to June 20 in Milwaukee the
increase was from $1.74 to $2.02.4 During the week of June 19, RFG prices at some
Chicago gas stations apparently rose as high as $2.50, although they reportedly re-
ceded several cents towards the end of last week.5

Conventional gasoline prices in the Midwest have also risen substantially in re-
cent weeks. National average retail prices increased from $1.25 to $1.61 per gallon
for conventional gasoline between November, 1999 and June 12, 2000.6 Average con-
ventional gasoline retail prices in the Midwest rose from $1.55 to $1.85 per gallon
from May 29 to June 19, 2000.7 Increases as dramatic as those seen in recent weeks,
without any obvious complete explanation, call for scrutiny by antitrust enforcement
authorities to determine whether they result from collusion or other unlawful anti-
competitive conduct.

The FTC is a law enforcement agency with two related missions: to preserve com-
petition in the marketplace for the ultimate benefit of consumers and to protect con-
sumers from deceptive or unfair practices that may injure them more directly. Un-
like agencies that focus on particular industries, the Commission’s statutory author-

1This written statement represents the views of the Federal Trade Commission. My oral pres-
entation and response to questions are my own, and do not necessarily represent the views of
the Commission or any other Commissioner.

2Energy Information Administration, Office of Oil and Gas Daily Price Report (June 12, 2000).
In comparing average RFG prices at different times and at different places, it should be noted
that RFG requirements may differ between summer and winter and also between localities.

3EPA Data, RFG-CG Price Information, based on Oil Price Information Service data (June
14,]20?00, June 23, 2000).

a4

5See R. Kemper & K. Mellen, “As Pressure Builds, Price of Gas Falls,” Chicago Tribune (June
23, 2000).

6 EPA Data, RFG-CG Price Information (June 14, 2000).

7Energy Information Administration, Motor Gasoline Watch (June 21, 2000) at 2.
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ity covers a broad spectrum of sectors in the American economy, including the en-
ergy industry and its various components. The Commission’s Bureau of Competition
shares responsibility for antitrust enforcement with the Antitrust Division of the
Department of Justice. The Commission also shares its expertise in both competition
and consumer protection matters by providing advice to the States and to other fed-
eral regulatory agencies.

Consumer welfare is the goal of antitrust enforcement across all industries. Its
importance is particularly clear in the energy industry, where even small price in-
creases can strain the budgets of many consumers, particularly those with low and
fixed incomes, and of small business, and, as a result, can have a direct and lasting
impact on the entire economy. In fiscal years 1999 and 2000 to date, the Bureau
of Competition spent almost one-third of its total enforcement budget on investiga-
tions in energy industries.

Today, we provide an overview of our investigation into whether illegal conduct
}lc/?fi led to gasoline price increases in Chicago, Milwaukee, and elsewhere in the

idwest.

II. POTENTIAL CAUSES OF THE CURRENT PRICE SPIKES

Publicly available information suggests that several factors may have contributed
to the recent spikes in prices. The first factor is the reduced global supply of crude
oil. In the second half of 1999, OPEC countries, joined by several non-OPEC oil ex-
porting countries, curtailed the global supply of crude oil. During the same time pe-
riod, a number of Asian economies began to recover from a regional recession, caus-
ing increased demand for petroleum products. Moreover, in recent months, many
foreign economies have experienced impressive growth, while the U.S. economy has
continued its record expansion. The result is that worldwide consumption of crude
oil has exceeded production, and world and U.S. inventories have been drawn down.
Refiners responded to the crude price increases caused by this crude shortage by
cutting gasoline production and using inventories of gasoline to meet demand, in the
expectation that inventories could be replenished once crude oil prices dropped, with
the result that the spread between crude oil and conventional gasoline increased.
All of these factors have led to tight supply situations in many countries.

In the Spring of this year, the OPEC countries agreed to increase production in
an attempt to moderate the price of crude petroleum, which had increased from a
low of about $12 a barrel in February 1999 to over $32 a barrel in March 2000.8
The announcement of the Spring supply increase caused crude prices to dip tempo-
rarily, but they have since recovered, reaching $33 a barrel earlier this month, in
the face of continued world-wide economic expansion and summer increases in de-
mand for gasoline. It remains to be seen whether, when and to what extent OPEC’s
announcement last week of a further crude supply increase will reduce prices.®

Chicago, Milwaukee, and other places, principally in the Midwest, have suffered
particularly severe recent price increases that cannot be explained solely by the
OPEC actions and other world market factors, which would have an impact on all
regions of the United States. One factor specific to the Midwest markets that may
have contributed to the price increases was the introduction of EPA Phase II regula-
tions for summer-blend reformulated gasoline that went into effect on May 1, 2000
at the wholesale level in both Chicago and Milwaukee. The new, more-stringent reg-
ulations require that winter-blend gas be drained from storage tanks before the
summer-blend supply could be added. These regulations may have led to abnormally
low inventories. According to some reports, summer-blend Phase II RFG is proving
more difficult to refine than anticipated, causing refinery yields to be less than ex-
pected. The ethanol-based RFG used in Chicago and Milwaukee is reportedly prov-
ing to be the most difficult of all to make. Further, St. Louis has now entered the
RFG program for the first time, thus adding additional demand to an already tight
Midwest RFG supply situation.l® Moreover, the recent appeals court decision up-
holding Unocal’s patent for some formulations of RFG may have caused some refin-
eries to change RFG blends in an effort to avoid infringement, leading to production
delays and decreased refinery throughput.l? As with the OPEC factor, RFG-related

8Energy Information Administration, Update: A Year of Volatility-Oil Markets and Gasoline,
June 21, 2000 (West Texas Intermediate crude oil spot prices).

90n June 21, OPEC announced a production increase of 708,000 barrels per day. “OPEC
Agrees to Increase Oil Production,” Wall Street Journal (June 22, 2000) at A3.

10St. Louis received EPA waivers to delay implementation of Phase II RFG until early June,
because of a break in the Explorer pipeline which serves the region. St. Louis uses primarily
MTBE-based RFG, which many observers believe to be less costly than ethanol-based RFG. St.
Louis has not so far experienced price increases as great as those in Chicago and Milwaukee.

11 Union Oil Co. v. Atlantic Richfield Co., 208 F.3d 989 (Fed. Cir. March 29, 2000).
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issues seem unlikely, however, to provide a complete explanation for recent Mid-
western gas price increases, given that in the Midwest as a whole, conventional gas-
oline prices have risen more dramatically than RFG prices since the end of May.12

Another possible factor underlying the price increases could be the break in the
Explorer pipeline last March. This pipeline moves refined petroleum products from
the Gulf of Mexico through St. Louis to Chicago and other parts of the Midwest.13
Explorer is still not operating at full capacity.14

These supply and demand factors could explain the Midwest price increases in
whole or in part. However, these price spikes are particularly large. None of these
factors precludes the possibility that collusion may have occurred at some point that
further contributed to higher gas prices for consumers. If non-collusive marketplace
events do not explain the price spikes, that may provide circumstantial evidence
that illegal activity has taken place. In addition, we may find more direct evidence.
As we undertake this inquiry, we do not know what we will find.

III. THE FTC’S INVESTIGATION

The Commission protects competition by enforcing the antitrust laws. We do not
regulate or attempt to determine the reasonableness of energy prices. Instead, we
investigate whether or not specific anticompetitive and unlawful conduct has oc-
curred that interferes with the operation of the free market. Thus, our investigation
will not determine whether prices are too high or too low, but only whether there
is reason to believe that the antitrust laws have been broken.

For analytical purposes, it is best to think of the Commission’s antitrust enforce-
ment authority as divided into merger and nonmerger sectors. Enforcing the law
against anticompetitive mergers prevents the accumulation of unlawful market
power, that is, the ability profitably to raise prices above competitive levels. The
matter we are discussing today involves enforcing the nonmerger provisions of the
antitrust laws. There are two principal types of nonmerger conduct that may have
unlawful anticompetitive effects: (1) the illegal acquisition or maintenance of monop-
oly power, which typically consists of a single firm’s exclusionary conduct to prevent
or impede competition; and (2) collusion among two or more independent firms to
increase prices, curtail output or divide markets. Our investigation will focus on
whether any industry participants have engaged in collusion because it does not ap-
pear, at the outset, that any single oil company has sufficient market power to raise
prices unilaterally.

The Commission has initiated a formal investigation into the causes of the recent
gas price increases in the Midwest. This will be a civil investigation conducted pur-
suant to our authority under the Federal Trade Commission Act.15 The investigation
is being spearheaded by our Midwest Regional Office, located in Chicago. We are
working closely with the Attorneys General of the affected States to coordinate our
combined efforts.

The Commission’s investigative process in a nonmerger collusive practices case in-
volves a thorough search for evidence that the industry participants are engaging,
or have engaged, in collusive behavior prohibited by the antitrust laws. Once a for-
mal investigation is opened, staff typically requests from the Commission the au-
thority to use compulsory process. The Commission has approved the use of compul-
sory process in this investigation, permitting the issuance of both subpoenas and
Civil Investigative Demands, and the taking of depositions under oath.16 Process
will be used to take testimony and gather evidence from the various entities that

12 According to Energy Information Administration figures, average retail prices throughout
PADD II (the Midwestern Petroleum Administration for Defense District) rose 18.9 cents for
RFG and 29.4 cents for conventional gasoline from May 29 to June 19. See Energy Information
Administration, Motor Gasoline Watch (June 21, 2000) at 2.

13}§nvir0nment News Service, “Gasoline Spill Threatens Dallas Water Supply” (March 13,
2000).

14EPA/DOE briefing of results of field interviews to FTC staff, 6/14/2000 and to Midwest/
Northeast Congressional Caucus, 6/16/2000.

1515 U.S.C. 8§41 et seq. The Commission does not have criminal enforcement authority. The
Antitrust Division of the Department of Justice has exclusive responsibility for criminal enforce-
ment of the antitrust laws, pursuant to authority granted under the Sherman Act. 15 U.S.C.
81 et seq. If we uncover evidence of criminal activity, however, such as hard-core price fixing,
we can forward the matter to the Antitrust Division.

16 Subpoenas and CIDs are two methods of requiring the submission of certain information
needed for an investigation. The Commission has authority to issue both. There are certain ad-
ministrative and procedural advantages to each type of compulsory authority. Subpoenas are
generally preferable for document discovery or in-person testimony, while CIDs may be superior
for obtaining interrogatory responses or information and for service on foreign entities. Natu-
ral]lcy, tlr];i: Commission seeks evidence from witnesses on a voluntary basis where appropriate
or feasible.
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refine, transport and distribute gasoline in the Midwest, as well as suppliers and
customers, and other knowledgeable or affected persons. The Commission already
has begun issuing subpoenas to the entities involved in the chain of gas supply to
the affected region. These entities include refiners, pipeline owners and operators,
terminal owners and operators, and blend plant owners and operators. Our staff
also has begun conducting interviews with market participants, consumers, cor-
porate users of gasoline, and others with potential knowledge of relevant facts. The
objective is to determine who raised prices, and whether there was any illegal con-
tact, communication or signaling among competitors before or during the time of the
price increases.

The Commission must show more than parallel behavior among market partici-
pants to prove collusion. The fact that all companies raise prices at the same time
is not sufficient evidence of collusion. The courts have held that some “plus factor”
must be present to demonstrate that an agreement was reached. Behavior that
would be unprofitable “but for” collusion may be evidence that such an agreement
exists.

Beyond this general description of what the Commission is undertaking, we can
make no further comment about the particulars of this on-going, non-public inves-
tigation. We must emphasize that an FTC antitrust investigation is not a quick fix.
The Commission will provide an interim status report by the end of July, but it may
take significantly longer than that to conduct the thorough investigation that this
matter deserves. Our objective is to determine whether there has been any illegal
conduct, and, if there has, to determine who was responsible and either bring the
matter to court or initiate our own administrative proceeding. We need to develop
solid documentary and testimonial evidence in order to be able to bring a case.
Based on the FTC’s extensive experience in conducting these kinds of investigations,
we know this can be done only through a careful and fact-intensive analysis. We
cannot say at this time when the investigation will be concluded.

We assure you that our investigation will be thorough, objective and as expedi-
tious as possible. The FTC has an excellent staff of lawyers and economists with
considerable experience in the oil industry who are working on this investigation,
and we will pursue this matter vigorously.

Chairman BLILEY. Thank you, Mr. Pitofsky.
Ms. Browner.

STATEMENT OF HON. CAROL M. BROWNER, ADMINISTRATOR,
ENVIRONMENTAL PROTECTION AGENCY

Ms. BROWNER. Thank you, Mr. Chairman and members of the
committee. We appreciate the opportunity to appear today. We are
here today because we share your concern about the gasoline
prices, particularly in the Chicago-Milwaukee areas. Consumers in
those markets are entitled to the very same benefits received by
other Americans. They deserve fair market prices at the pump, and
they deserve cleaner, healthy air. There literally is no good reason
why consumers in Chicago and Milwaukee cannot have both.

Nationwide, regular gasoline is selling on average at $1.65 per
gallon. The cleaner burning gasoline, excluding the Chicago and
Milwaukee areas, is selling at $1.64 per gallon, a penny less than
conventional gasoline. Approximately 30 percent of the gasoline
sold in the United States is cleaner burning gasoline, and on aver-
age as of today it is selling for less than conventional gasoline.
Even in Chicago the wholesale price for cleaner burning gasoline
is less than the wholesale price for conventional gasoline in nearby
markets.

On June 15, after an investigation by EPA and DOE staff, an in-
vestigation of supply issues relating to the high prices in Chicago
and Milwaukee, an investigation that produced no good expla-
nation from the oil companies serving these areas, Secretary Rich-
ardson and I asked the Federal Trade Commission to officially
launch its own investigation. From the moment word of our letter
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to the FTC reached the press, and maybe this is coincidence, but
maybe not, wholesale prices began to decline precipitously. Prices
have fallen from a high of $1.60 per gallon wholesale at the time
we issued our letter to $1.20 per gallon wholesale today.

We hope that retail prices at the pump will follow the downward
trend. And there has been some good news about retail prices
starting to decline. Since Monday we have seen a drop of retail
prices on the order of Chicago, 9 cents per gallon; Milwaukee, 10
cents per gallon; but the consumers are not seeing the full effect
of these changes at the pump despite the drop in wholesale prices,
almost a 40-cent drop in wholesale prices.

Mr. Chairman, I am sure that all of us in this room today are
very, very troubled by this situation, and we believe that the oil
companies who serve these markets still owe you, but, most impor-
tantly, the people of this region, an explanation. We know from our
review that throughout June and before June, supplies of cleaner
gasoline in the region have been adequate. Terminals where the
cleaner gasoline is stored for delivery to the pump have contained
ample supply. There are 650,000 more barrels of cleaner gasoline
in the Chicago-Milwaukee area this June than there were last
June. We also know from our review that throughout June the
pipelines and other distribution systems for getting the gas to Chi-
cago and Milwaukee have been able to handle the full demand for
moving gasoline from the oil companies. Since mid-March, the Ex-
plorer pipeline from Houston to Tulsa has been running at 90 per-
cent capacity. North of Tulsa it is at 100 percent of capacity.

Finally, we know that the cost of producing cleaner gasoline is
4 to 8 cents more per gallon, and that the preference of Midwestern
States—this is their preference and not mandated by Congress or
the EPA, to use ethanol as an additive only adds very marginally
to that very small increase.

I want to be clear. This administration strongly supports the use
of ethanol as an oxygenate in gasoline. Ethanol has been used for
years. This is not a new additive. It has been part of our gasoline
supply in this country for the better part of a decade, and it has
been used very, very successfully.

In 1990, Congress passed the Clean Air Act, the new revised
Clean Air Act, and in that act Congress mandated the cleaner
burning gasoline nearly unanimously. Congress voted in support of
a congressional requirement that the most polluted cities be re-
quired to sell cleaner gasoline. The oil companies were put on no-
tice in 1990 that they would be selling cleaner gasoline in certain
regions of the country. EPA entered into a 6-month process with
the oil companies in 1993 as to what the specifics of that cleaner
gasoline recipe would be. We reached a final agreement with the
oil companies 7 years ago as to what kind of gasoline, the recipe
for cleaner gasoline, that they would be required to deliver to con-
sumers June 1 of this year; 7 years’ notice to the oil companies of
what they were required to do.

The Federal Trade Commission, I assume, and from the words of
the Chairman who joins us here today, does not take investigations
lightly, and as we understand, as the FTC stated before launching
its formal investigation that it, too, could find no explanation for
the price spikes that plagued the people of region. That is why we



18

believe that they have honored their request to find out what is be-
hind these price spikes.

In recent weeks EPA has received some requests to waive the
cleaner burning gasoline program. Let me assure you that we take
these requests very, very seriously, and let me also assure you that
we leave all options on the table while we continue to monitor gas-
oline supplies. Our first commitment is to bring fair prices at the
pump to the people of the Midwest, particularly Chicago-Mil-
waukee areas. That is why waivers must be applied responsibly.
Since supplies of cleaner burning gasoline already are in the sys-
tem, they are in the pipeline, they are in the terminals, they are
in the tanks, the trucks, since they are already in the system, the
granting of waivers actually could send the cost of gasoline back
upwards, yet again we could see gasoline prices in the Midwest ris-
ing.

Since the cleaner burning gasoline program began 5 years ago—
this is the second phase of the program, the first phase actually
began 5 years ago—it has resulted in annual reductions of 105,000
tons of smog-forming pollutants and 24,000 tons of toxic air pollut-
ants. This is equivalent to eliminating the smog-forming pollution
generated by 16 million cars. As a result of this program, the
health of tens of thousands of people is being protected every sum-
mer from respiratory disorders, particularly children who are very,
very vulnerable to asthma attacks. That is why we want to make
sure that the people of Chicago, the people of Milwaukee receive
fair treatment both at the pumps

Chairman BLILEY. Could you summarize?

Ms. BROWNER. [continuing] and in terms of receiving the full pro-
tection of their health from air pollution. People in many other
markets throughout the U.S. are receiving these benefits. We be-
lieve the people of Chicago and Milwaukee deserve the same.

We know that cleaner burning gasoline is not the problem. We
know that ethanol is not the problem. We are grateful that prices
at the pump seem to be dropping, but we still deserve an adequate
explanation from the oil companies that serve Chicago and Mil-
waukee about why prices there have been so high. Thank you.

[The prepared statement of Hon. Carol M. Browner follows:]

PREPARED STATEMENT OF HON. CAROL M. BROWNER, ADMINISTRATOR, U.S.
ENVIRONMENTAL PROTECTION AGENCY

Thank you, Mr. Chairman and Members of the Committee, for the invitation to
appear here today. I appreciate having the opportunity to share what we know
about the recent sharp increases in gasoline prices, particularly in the Midwestern
part of the country. I also will explain the Environmental Protection Agency’s ef-
forts, in coordination with the Department of Energy and the Federal Trade Com-
mission, to address the situation.

Mr. Chairman, first and foremost we are very concerned that consumers receive
the air quality benefits of the clean burning gasoline (also called reformulated gaso-
line, or RFG) program at a fair and reasonable price. In the following testimony I
will show that the cost of producing RFG does not account for the extremely high
price differentials we have seen in the Chicago and Milwaukee areas. As EPA re-
viewed the various requests for waivers from the RFG program, factors such as the
pipeline, tank turnover and patents were examined. We do not believe that these
factors adequately explain the price differentials that we have seen in the Chicago
and Milwaukee areas.

Let me begin with a history of the RFG program.
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History of RFG

When Congress passed the Clean Air Act Amendments of 1990 it put in place a
number of programs to achieve cleaner motor vehicles and cleaner fuels. These pro-
grams have been highly successful in protecting public health by reducing harmful
exhaust from the tailpipes of motor vehicles. In the 1990 Amendments, Congress
struck a balance between vehicle and fuel emission control programs after extensive
deliberation. The RFG program was designed to serve multiple national goals, in-
cluding air quality improvement, enhanced energy security by extending the gaso-
line supply through the use of oxygenates, and encouraging the use of domestically-
produced, renewable energy sources.

Congress established the overall requirements of the RFG program by identifying
the specific cities in which the fuel would be required, specific performance stand-
ards, and an oxygenate requirement. The oil industry, states, oxygenate producers
and other stakeholders were involved in the development of the RFG regulations in
1991 through a successful regulatory negotiation. EPA published the final regula-
tions establishing the detailed requirements of the two-phase program in early 1994.
Thus, the oil companies and other fuel providers have had six years to prepare for
the second phase of the program that began this year. In addition, the oil industry
has been involved in an EPA RFG implementation advisory workgroup since 1997
and at no time during those discussions did the companies raise concerns about pro-
duction, supply or distribution problems that might occur.

The first phase of the federal reformulated gasoline program introduced cleaner
gasoline in January 1995 primarily to help reduce vehicle emissions that cause
ozone (smog) and toxic pollution in our cities. Unhealthy smog levels are a signifi-
cant concern in this country, with over 100 million people living in 36 areas cur-
rently violating the 1-hour ozone standard.

The federal RFG program is required by Congress in ten metropolitan areas
which have the most serious air pollution levels. Although not required to partici-
pate, some areas in the Northeast, in Kentucky, Texas and Missouri have elected
to join, or “opt-in” to the RFG program as a cost-effective measure to help combat
their air pollution problems. At this time, approximately 30 percent of this country’s
gasoline consumption is cleaner-burning reformulated gasoline.

The Clean Air Act Amendments of 1990 also required that RFG contain 2.0 per-
cent minimum oxygen content by weight. Neither the Clean Air Act nor EPA re-
quires the use of any specific oxygenate. Both ethanol and MTBE are used in the
current RFG program, with fuel providers choosing to use MTBE in about 87 per-
cent of the RFG. Ethanol, however, is used exclusively in RFG in the upper Midwest
(Chicago and Milwaukee).

Ambient monitoring data from the first year of the RFG program (1995) confirm
that RFG is working. RFG areas showed significant decreases in vehicle-related tail-
pipe emissions. One of the air toxics controlled by RFG is benzene, a known human
carcinogen. The benzene level at air monitors in 1995, in RFG areas, showed the
most dramatic declines, with a median reduction of 38 percent from the previous
year. The emission reductions which can be attributed to the RFG program are the
equivalent of taking 16 million cars off the road. About 75 million people are breath-
ing cleaner air because of cleaner burning gasoline. Since the RFG program began
five years ago, it has resulted in annual reductions of smog-forming pollutants of
at least 105 thousand tons, and toxic air pollutants by at least 24,000 tons.

As required by the Clean Air Act, the first phase of the RFG program began in
1995 and the second phase began in January of this year. As an example of the ben-
efits, in Chicago, EPA estimates that the Phase II RFG program will result in an-
nual reductions of 8,000 tons of smog-forming pollutants and 2,000 tons of toxic ve-
hicle emissions, benefitting almost 8 million citizens in the Chicago area facing some
of the worst smog pollution in the nation. This is equivalent to eliminating the emis-
sions from 1.2 million cars in Illinois.

Administration Response to Increasing Prices

In early June, as gasoline prices rose, particularly in the Midwest, EPA and DOE
invited Midwest oil refiners to a meeting in Washington, DC. Simultaneously, EPA,
DOE and the Energy Information Agency (EIA) sent two teams of technical experts
to the Midwest to investigate the situation and to talk to refiners, distributors, pipe-
lines, jobbers, terminal operators and retail outlets. Following those meetings, which
occurred on June 12 and 13, EPA Administrator Browner and DOE Secretary Rich-
ardson sent a joint letter on June 15 to Chairman Pitofsky requesting that the Fed-
eral Trade Commission conduct a full and expedited formal investigation into the
pricing of RFG in Chicago and Milwaukee.

Since June 15, the wholesale price of reformulated gasoline has dropped by over
38 cents per gallon in Chicago and Milwaukee. The Oil Price Information Systems
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(OPIS) has reported that the wholesale price differential between RFG and conven-
tional gasoline in nearby cities has dropped to less than 1 cent a gallon in Chicago
and 8 cents a gallon at Milwaukee terminals.

In our discussions, representatives of oil companies listed a number of factors
which they believed contributed to the price differential between RFG and conven-
tional gasoline in the Midwest. These included: the additional cost of producing RFG
phase II, temporary shutdown of the Explorer Pipeline, the difficulty with replacing
winter gas with summer blends (draining tanks), and the Unocal patent. I would
now like to discuss each of these factors and show why EPA believes even taken
together they do not account for the high gasoline prices.

Production Costs for RFG Do Not Explain Price Increases

As I stated earlier, we are very concerned that consumers receive the benefits of
the RFG program at a fair price. Across the country hundreds of communities are
benefitting from RFG II for pennies per gallon. In fact, this Monday (June 26), the
average retail price of conventional gasoline across the country was $1.65 per gallon.
EPA has calculated, based on EIA and OPIS surveys, that the average retail price
for RFG 1I everywhere except in Chicago and Milwaukee was $1.64 per gallon, while
the average retail price in Chicago and Milwaukee was $2.08 per gallon.

EPA strongly disagrees that the RFG program is responsible for increases in gaso-
line prices in the Midwest. In fact, EPA’s estimates of the average cost for the pro-
duction of Phase II RFG range from 4 to 8 cents more per gallon than conventional
gasoline (with the use of either ethanol or other oxygenates). Several studies agree
with EPA’s estimates of the average costs:

Analysis by Bonner and Moore Management Science, a nationally recognized
firm that specializes in refinery cost analysis, estimated that RFG I would add
3-5 cents more per gallon to the average cost compared to conventional gasoline.
Subsequent studies by Bonner and Moore and Oak Ridge National Laboratory
estimated that RFG II would add 1-2 cents to the average cost of RFG I or 4-
7 cents to the average cost of conventional gasoline. Oak Ridge National Lab-
oratory estimated that the average added cost of blending ethanol into RFG II
as compared to RFG I was about 1 cent more per gallon.

As I have already stated, over the past week, the wholesale price differential be-
tween RFG and CG has dropped dramatically in the Chicago/Milwaukee area. We
do know that this differential is now in line with differentials observed in other
parts of the country. EPA does not believe that the cost of complying with RFG reg-
ulations accounts for the extremely high price differentials we have seen in the Chi-
cago-Milwaukee areas.

Temporary Shutdown of Explorer Pipeline

EPA investigated the situation with the Explorer pipeline to respond to the waiv-
er requests we received and would like to share our findings. The Explorer pipeline
has historically provided 10 to 15 percent of the RFG supply for the Chicago/Mil-
waukee area. The outage of the pipeline in mid-March meant a loss of 108,000 bar-
rels of RFG destined for the Chicago area. Chicago consumes about 200,000 barrels
of gasoline a day. Thus, the RFG lost due to the Explorer pipeline outage was less
than one day’s RFG needs for Chicago. Since mid-March, the Explorer pipeline from
Houston to Tulsa has been running at 90 percent capacity, while the pipeline north
of Tulsa to the Midwest has been capable of operating at 100 percent capacity. The
supply of RFG to the Midwest has increased this year over last year and, in fact,
for the month of June refiners expected to supply 650,000 more barrels of RFG this
year than last year. The Explorer pipeline has informed us that more RFG could
be sent if the companies elected to do so. For example, the pipeline company has
informed us that, beginning earlier this month deliveries of RFG to Chicago have
increased by approximately 100,000 barrels per ten day cycle.

Tank Turnover

Tank turnover refers to the need to replace winter gasoline in terminal storage
tanks with summer blends. Fuel providers have been doing this for over ten years
to comply with summertime gasoline volatility requirements. This normally begins
in April and, as required by regulation, the tanks at terminals must all meet sum-
mertime RFG requirements as of May 1st.

Unocal Patent

EPA has heard comments as to the impact of the Unocal patent. While we under-
stand that this matter may be in litigation, the refiners have told us in meetings
with them that they are able to produce RFG that is not subject to the patent. In
our discussions with refiners and with Unocal, no one has identified any cost or sup-
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ply issues related to the patent that could in any way explain the price increases
for RFG that we have seen in the Midwest over the last two months.

Waiver Issues

In recent weeks there have been many calls for EPA to waive the RFG Phase II
requirements in Milwaukee and Chicago. The RFG regulations provide for an ad-
ministrative waiver under very limited circumstances—extreme and unusual cir-
cumstances, such as Acts of God or natural disaster, where the refiner or importer
is unable to comply with the RFG requirements despite their exercise of due dili-
gence and planning. The various criteria for an administrative waiver under the
regulations have not been met in the Milwaukee or Chicago area, so EPA has treat-
ed all of the requests for a waiver as requests for enforcement discretion. Enforce-
ment discretion is normally used in situations such as occurred in St. Louis early
this spring, where the short term shut down of the Explorer pipeline led to actual
and acute shortages. The pipeline supplies on average 70 percent of fuel delivered
to St. Louis.

For Chicago and Milwaukee the supply of RFG continues to be adequate and
prices are going down. All refiners have strongly recommended that EPA not grant
RFG waivers. It is highly uncertain what effect a waiver would have on supply and
prices. Refiners would need to make adjustments and switch gears, imposing short
term costs and the possibility of supply problems. No RFG Phase I is currently
available, and supplies of conventional gasoline are tight as well. Waiving the RFG
Phase II requirements under these kinds of circumstances could exacerbate the sup-
ply and price situation in the Midwest, for both RFG and conventional gasoline.

Conclusion

In closing, I would like to reiterate the following points:

¢ Clean burning RFG II is providing public health benefits to almost 75 million citi-
zens nationally and nearly 8 million in the Chicago area alone.

* EPA believes the cost of producing RFG II does not account for the extreme prices
being paid by Midwest consumers. The pipeline disruption, the tankage issue,
the Unocal patent and its implications, as well as ethanol use, have all been
analyzed. EPA does not believe that these factors adequately explain the price
increases we have seen in recent weeks.

* We are concerned that consumers are paying these high prices for RFG II.

This concludes my prepared statement. I would be pleased to answer any ques-
tions that you may have.

Chairman BLILEY. Thank you.
Secretary Slater.

STATEMENT OF HON. RODNEY E. SLATER, SECRETARY OF
TRANSPORTATION, DEPARTMENT OF TRANSPORTATION

Mr. SLATER. Mr. Chairman, members of the committee, I am
pleased to join Secretary Richardson, Administrator Browner, and
Chairman Pitofsky here today. I personally am pleased to have the
opportunity to provide to the committee information regarding the
status of our efforts at the U.S. Department of Transportation to
ensure the safe and efficient transport of motor fuels to consumers
nationwide. The administration is fully committed to a sound, com-
prehensive approach to energy policy across the Federal Govern-
ment. We are prepared to take whatever steps are necessary to
promote a sound energy policy that keeps transportation moving
and our economy growing.

Just yesterday the President announced good news regarding our
Nation’s strong economy, a budget surplus of more than $211 bil-
lion this year and a projected surplus over the next 10 years that
will be over $1 trillion more, larger than the forecasts just 4
months ago. President Clinton, working with this Congress and the
American people, has set a new economic course of fiscal discipline,
expanded trade, greater investment in our people and in our fu-
ture, and clearly, transportation and the fuels concerns that we are
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here to discuss today will have an impact on this overall question.
Our efforts to date, though, have produced the longest economic ex-
pansion in our Nation’s history. Our commitment is to continue
that.

At the U.S. Department of Transportation we have a transpor-
tation policy with energy security as an essential component. It is
balanced by an approach that recognizes our role in regulating the
transport of resources and influencing the aggregate demand by
transportation users. One element of regulating the transport of
energy resources is ensuring the safe, reliable, and environmentally
sound operation of the Nation’s pipeline transportation system, in-
cluding more than 150,000 miles of pipelines that transport 60 per-
cent of the crude oil and petroleum products consumed nationally.

I can assure you, Mr. Chairman and members of the committee,
that our pipeline restrictions have not significantly affected the
supply of gasoline in the Midwest. To ensure, though, the safe op-
eration and enforcement of our regulations covering the design,
construction and inspection, testing and operation, and the mainte-
nance of our pipelines is a top concern of the Department and this
administration.

We achieve compliance with our regulations through our own
programs, and we work in partnership with State agencies to over-
see intrastate pipelines. The administration introduced, as you
know, the most comprehensive pipeline safety bill ever produced in
the country. It is now before the committee and the Congress, and
we thank you for your support and consideration of this measure.
We are hopeful that we will have it as a matter of law by the end
of this congressional session.

The Research and Special Programs Administration is keeping
close watch on two gasoline transmission pipelines in particular,
which are currently operating at a 20 percent pressure reduction
because of potential problems with pipeline integrity as corrective
efforts are pursued. These are the Wolverine pipeline operating be-
tween the Chicago area and Detroit and the Explorer pipeline serv-
ing St. Louis and Chicago. If I may, Mr. Chairman, I would like
to give a little information about the current status of both of those
pipelines.

The Wolverine pipeline failed June 7, releasing some 1,700 bar-
rels of gasoline. The operator has reduced operating pressure by 20
percent until it can check the welds of the pipeline. We anticipate
that the operator will complete this work and resume normal oper-
ations within 3 weeks. Operating at reduced pressure, however,
Wolverine is currently meeting the prefailure level of demand in
the eastern part of Michigan, and I underscore that. Supply in the
western part of the State was not affected. Again, any restrictions
here have not affected service in the Midwest.

As relates to Explorer, the pipeline failed on March 7 in Texas,
releasing approximately 12,000 barrels of gasoline due to failure in
a longitudinal seam. The operator reduced the operating pressure
by 20 percent and developed a plan to address the safety issues
that may have played a role in the failure. Although the Explorer
pipeline continues to operate at a 20 percent reduction in operating
pressure, the addition of drag-reducing agents to the products in
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the pipeline has enabled the operator to maintain most of its nor-
mal volume despite the pressure reduction.

Again, there is no evidence that either of these pipelines, al-
though they have reduced pressure, have not been able to meet the
needs of the American people and especially in the Midwest. The
Explorer company reports that its shippers’ tanks in the St. Louis
area are at capacity, and that it is meeting the shippers’ demand
for reformulated gasoline as well. This means that the 20 percent
pressure reduction has minimal impact on the supply of petroleum
products at Chicago and other Midwest points.

Mr. Chairman, I would like to close by saying while I have ad-
dressed specifically the issue of these pipelines, we would like to
just underscore the fact that we have a very comprehensive trans-
portation program dealing with energy efficiency. I work with the
automobile industry to produce new generation vehicles. I work
with Amtrak under the leadership of Governor Tommy Thompson
and former Governor Mike Dukakis to bring intercity high-speed
rail service not only to the Northeast corridor, but across the coun-
try. I have worked with the trucking industry to deal with midsize
and heavy-duty trucks to provide 21st century truck capacity and
fuel efficiency in the future as well. We are also working with the
Congress to promote certain provisions in our administration’s bill
that will allow us to invest even more in transit and intercity rail
and fuel-efficient vehicles.

I would like to close with the fact that last year for the first time
in more than four decades, we actually saw significant usage of
transit by the American people, some 9 billion passengers. We be-
lieve that this provides a significant alternative to single-occupancy
vehicle use in the country. Again, it represents a comprehensive
approach to fuel efficiency and dealing with the security needs of
the Nation.

With that, Mr. Chairman, I join my colleagues in being ready,
willing and able to respond to any questions that you and other
members of the committee might have.

[The prepared statement of Hon. Rodney E. Slater follows:]

PREPARED STATEMENT OF HON. RODNEY E. SLATER, SECRETARY OF TRANSPORTATION

Mr. Chairman, Mr. Dingell, and Members of the Committee: I am pleased to join
Secretary Richardson, Administrator Browner, and Chairman Pitofsky here today to
provide the Committee with the status of our efforts at the Department of Transpor-
tation to provide for the safe and efficient transportation of motor fuels to con-
sumers nationwide. The Administration is fully committed to a sound, comprehen-
sive approach to energy policy across the federal government, and I would like to
lay out the short-term and longer-term initiatives we are undertaking at the De-
partment of Transportation.

Focusing first on the retail supply of gasoline, we at DOT are responsible for regu-
lating the safe, reliable, and environmentally sound operation of the nation’s pipe-
line transportation system, including more than 150,000 miles of pipelines that
transport 60 percent of the crude oil and petroleum products consumed nationally.

To provide for the safe operation of this vast transportation network, the Depart-
ment’s Research and Special Programs Administration enforces regulations covering
the design, construction, inspection, testing, operation, and maintenance of pipeline
systems. We achieve compliance with our regulations through a partnership with
state agencies, which not only oversee intrastate pipelines, but also participate with
the federal government in addressing issues of local concern involving interstate
pipelines.

Just one year ago, on June 10, a terrible tragedy struck Bellingham, Washington,
when an interstate gasoline pipeline ruptured, resulting in the deaths of three
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young people. Safety is our highest priority at the Department, and we are working
now with Congress to expand our safety authority for regulating hazardous liquid
pipelines. Early last year, your Committee reported a bill to the House to reauthor-
ize the pipeline safety program. In April, the Administration transmitted its com-
prehensive legislation to reauthorize and strengthen the Department’s pipeline safe-
ty program. The Senate Committee on Commerce, Science, and Transportation re-
cently reported a bill to address public awareness, enforcement, environmental pro-
tection, and federal-state partnerships to accomplish our goals. We look forward to
working with you to achieve passage of a reauthorization bill in the 106th Congress.

The Research and Special Programs Administration is keeping a close watch on
two gasoline transmission pipelines, which are currently operating at a 20% pres-
sure reduction because of potential problems with pipeline integrity, as corrective
efforts are pursued. These are the Wolverine Pipeline operating between the Chi-
cago area and Detroit, and the Explorer Pipeline serving St. Louis and Chicago.

On June 7, the Wolverine Pipeline failed in Jackson, Michigan, releasing 1,700
barrels of gasoline. The pipeline was out of service for several days for initial clean-
up, investigation, and repair. The failure appeared to be caused by a defective weld
on a fitting and the operator has reduced operating pressure by 20% until it can
check welds on similar fittings on the pipeline. We anticipate that the operator will
complete this work and resume normal pressure within three weeks.

Operating at the reduced pressure, Wolverine is currently meeting the pre-failure
level of demand in the eastern part of Michigan, but could not make up for the de-
mand that was unmet during the few days it was out of service. Supply in the west-
ern part of the State is unaffected. It should be noted that Michigan does not par-
ticipate in the Clean-Burning Gasoline (or RFG) program.

On March 9, an Explorer pipeline failed near Greenville, Texas, releasing approxi-
mately 12,000 barrels of gasoline. The failure—in a longitudinal seam—may have
resulted from a systemic defect in the pipeline. The operator reduced the operating
pressure by 20 percent and developed a plan to address the safety issues that may
have played a role in the failure.

The operator’s plan to address safety issues includes internal inspection of the
pipe with an inspection tool that is designed to detect seam defects. The inspection
has been done and the operator expects to have preliminary analysis of the data
on the seams done in early July and full analysis completed by the beginning of
September. The operator is also reviewing the corrosion prevention provided for the
pipeline. Although the pipeline continues to operate at a 20% reduction in operating
pressure, the addition of drag reducing agents to the products in the pipeline has
enabled the operator to maintain most of its normal volume despite the pressure
reduction. Further, the company reports that its shippers’ tanks in the St. Louis
area are at capacity and that it is meeting the shippers’ demands for reformulated
gasoline. This means that the 20% pressure reduction has minimal impact on the
supply of product that Explorer can deliver in the areas north of Tulsa, including
Chicago and other Midwest points.

I would like to address two other areas of potential concern. The U.S. Coast
Guard is actively monitoring both the Lake Charles, Louisiana, and Port Houston,
Texas, ship channels over concerns that sunken barges or platforms may be inter-
fering with crude oil shipments to refineries located there. In fact, the sinkings have
not significantly interfered with shipping since they occurred and were marked.

Some have suggested that the “Hours of Service” limitations should be suspended
on the number of hours fuel delivery truck drivers can work. Our authority in this
area is strictly limited to emergencies, such a major snowstorm. Based on our anal-
ysis to date, we have not found that a shortage of drivers is a significant factor in
supplying fuel.

The pressure on motor fuel prices should allow us to focus better on the long-term
initiatives that can assure our nation’s energy security. In the case of my Depart-
ment, I must emphasize to this Committee, which played a key role in enacting the
Corporate Average Fuel Economy statutory requirement in 1975, the energy secu-
rity risks of continuing the current prohibition Congress has placed on our ability
to fully analyze CAFE levels and options for increased fleet economy. The fuel econ-
omy of the automobile fleet has increased more than 50 percent since CAFE stand-
ards were put in place, reducing our dependence on foreign oil and saving billions
of gallons of oil and billions of dollars for the consumer. Striking the newest prohibi-
tion, contained in the House version of the FY2001 Appropriations Bill, would signal
a new chapter in U.S. resolve to promote fuel efficiency and save U.S. households
hundreds of dollars each year.

Our Department, the Department of Energy, and the Environmental Protection
Agency are pursuing the technological advances in automobile propulsion that will
usher in a new generation of passenger motor vehicles that will consume much less
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fuel and produce significantly less pollution than current internal combustion en-
gines. We urge Congress to fully fund these programs. In addition, the Congestion
Mitigation and Air Quality Improvement Program (CMAQ) continues to fund a wide
variety of transportation improvement projects—such as Intelligent Transportation
Systems, new transit, bicycle and pedestrian improvements, and alternative fuel
projects—that will reduce fuel consumption and congestion and improve air quality,
thus having a positive impact on the quality of life. The Clean Fuels program estab-
lished in the Transportation Equity Act for the 21st Century has never been imple-
mented because in both FY99 and FYO00, the appropriations acts transferred the
funds to and earmarked the funds for the Capital Bus program. The Department
is prepared to implement the program and has initiated rulemaking.

We have before Congress a proposal for use of unanticipated fuel excise taxes, the
so-called RABA dividend, that would boost transit and intercity passenger rail use.
Both of these alternative modes of travel can reduce passenger vehicle miles and
take pressure off gasoline supplies. I urge Congress to include these options in their
deliberations about the current situation in the Midwest, and in setting longer-term
energy policy for our great nation.

In conclusion, I want to assure the Committee that the Department of Transpor-
tation remains committed to ensuring a safe transportation system that meets our
national interests and enhances the quality of life for the American people, today
and in the future.

I would be pleased to join my colleagues in answering any questions the Com-
mittee Members may have.

Chairman BLILEY. Thank you, Secretary.

Now it is a pleasure to welcome an alumnus of this committee,
the star of the Democrat baseball team for years, to bat cleanup
for the administration.

STATEMENT OF HON. BILL RICHARDSON, SECRETARY OF
ENERGY, DEPARTMENT OF ENERGY

Mr. RICHARDSON. Thank you. It is good to be back and join
Chairman Pitofsky, Secretary Browner and Secretary Slater and to
see my friends again.

Mr. Chairman, our energy policy is based on the following prin-
ciples. First, market forces, not artificial pricing; second, diversity
of supply and strong diplomatic relations with energy-producing
countries; third, improving the production and use of traditional
fuels through new technology development; fourth, diversity of en-
ergy sources with long-term investment in alternative fuels and en-
ergy sources; fifth, increasing efficiency in the way that we use en-
ergy; and last, maintaining and strengthening our insurance policy
against supply disruptions, and that is adequate management of
the Strategic Petroleum Reserve.

We are seeing some good signs in our oil and gas markets thanks
to the adherence to this policy that I believe Administrator Brown-
er mentioned, and I am pleased to report that the Energy Depart-
ment’s Energy Information Administration reports that conven-
tional regular gasoline prices have dropped 3 cents per gallon over
the past week nationwide; and in the Midwest, where we have ex-
pressed concern about very high prices, the Agency reports a drop
of 7 cents per gallon for conventional regular. Reformulated gas is
down 12 cents a gallon in the Midwest.

This is encouraging news. Nonetheless these prices are still un-
acceptably high, and hopefully they signal a trend, but time will
tell.

Part of the relief is coming from work that we have done over
the past 6 months when we moved aggressively to help improve
supply. I have talked with the oil-producing nations. OPEC has
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heard our concerns and have twice increased oil production. Right
now there are roughly 3.5 million barrels per day more oil on the
market than this time last year. That is meaningful. As the supply
and demand move toward equilibrium over the next few months,
we will see downward pressure on prices.

So we have had some success, but we need to find more lasting
solutions because right now we are still encountering very low
stocks and soaring demand. We want stability in prices and, there-
fore, are best served by adhering to our energy policy. The Presi-
dent has looked to do so, rolling out proposals to increase domestic
production, spur energy efficiency, and increase the use of alter-
native energy sources. You will recall that we had a heating oil
shortfall, and in response the President released almost a third of
a billion dollars in funds so that low-income individuals could pay
their heating bills. He asked for $600 million more in low-income
housing energy assistance funds, and the President is seeking an
additional $19 million from Congress in low-income home weather-
ization.

We address the issue of supply through increased support for
tankers, small business loans for distributors and other small busi-
nesses impacted by high prices, and encourage refiners to increase
production. We are also seeking to turn around domestic produc-
tion of oil, develop alternative sources of energy and increase en-
ergy efficiency. We are also looking to help independent oil pro-
ducers test new production technologies, lend a hand to small pro-
ducers in existing fields, develop some tax credits in G&G expens-
ing marginal wells to help those independent producers. We are
helping refiners deal with the new EPA rules through our
Ultraclean Fuels Program. We have established at the Department
an Office of Energy Emergencies to coordinate with States and
other Federal agencies regarding any energy-related crises.

Still, demand remains very high, the highest ever for this time
of the year. Refineries in the U.S. are operating at 96 percent utili-
zation, 99 percent in the Midwest, so I don’t think that the produc-
tion boosts are going to immediately push prices lower, but I think
in time we will see the price pressure ease a bit.

The Administrator has talked about our concern for gasoline
prices in the Midwest and Chicago and Milwaukee. Our experts are
talking to EPA, and we are coordinating our efforts to bring relief
to consumers, and we all know about Chairman Pitofsky’s inves-
tigation, which I think is key to answering some of the lingering
questions, his investigation of pricing practices in the region.

Mr. Chairman, as I conclude, let me just mention other steps
that we have taken in the past 2 weeks to meet some unexpected
issues. On June 15 I ordered a limited exchange of crude oil from
the Strategic Petroleum Reserve’s West Hackberry site, the two re-
fineries, after a commercial dry dock collapsed near Lake Charles,
Louisiana, and shows our commitment to responding quickly. The
Army Corps of Engineers has worked over time to dredge a new
canal, and oil traffic is moving again. And when there was a pipe-
line problem near St. Louis, as the Secretary and the Adminis-
trator mentioned, the EPA granted a waiver that postponed imple-
mentation of their new rule on reformulated gasoline until the
problem was solved.
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There is a lot we can do together in a bipartisan fashion, Mr.
Chairman, as we move ahead in the crucial days of the Congress
of the President’s $4 billion tax package of tax incentives for sup-
porting the domestic oil industry, for renewable energy, for pur-
chasing more efficient cars, homes and consumer products. We
need to increase our Federal investment in domestic sources of en-
ergy, particularly in energy efficiency and energy-efficient tech-
nologies for factories and homes and renewable energy. We need to
reestablish the Partnership for a New Generation of Vehicles,
which is languishing. We need to do more in natural gas and dis-
tributed power generation systems. We need to reauthorize, Mr.
Chairman, the Strategic Petroleum Reserve. I need the full author-
ity to act on an energy emergency. We need the regional Northeast
home heating reserve low-income energy assistance programs.

Let me conclude with something that you and this committee are
working on, and, I must say, most effectively, and we hope that you
conclude action on it, and that is the issue of the soundness of our
electricity grid. I know that the committee is working in a bipar-
tisan fashion, and we urge you to act. We are concerned about the
reliability of the grid this summer and over the next several years.
We need to do everything we can to keep the lights on and the air
conditioners humming when temperatures soar, and during the
last several summers utilities have been stretched to the limit.
Spot prices for electricity rose dramatically. Factories were forced
to shut down their operations and send workers home. Some areas
experienced rolling blackouts. I am concerned about the tight elec-
tricity in the Pacific Northwest and California. We appointed a
power outage study team to identify what went wrong. The Post
team, the team we appointed, determined that we need a new
framework to adjust for liability problems. Their report implies
that things could get worse before they get better.

Mr. Chairman, we need a comprehensive restructuring bill. I
know you are working on it, and I urge support for this initiative.

Chairman BLILEY. Thank you, Mr. Secretary.

We will now begin the questions. The Chair will enforce strictly
the 5-minute rule so that everybody gets a chance to ask questions.

I will also point out that it has come to the Chair’s attention that
we will probably have a vote at 10. It is the Chair’s intention to
keep the hearing going, so those of you who are not asking ques-
tions, if you could go vote and come back quickly, we can keep this
going.

The Chair recognizes himself for 5 minutes.

In your investigation, Chairman Pitofsky, it is my understanding
that the taxes on a gallon of gasoline in Chicago—am I right that
they are about 65 cents?

Mr. Prrorsky. I think that is about right.

Chairman BLILEY. How does that compare on average for the
rest of the country?

Mr. PITOFSKY. I can’t answer that. I can get the answer for you.
Taxes vary, of course, and I am not sure about the level of taxes
in all parts of the country.

Chairman BLILEY. My Cajun tells me that it is 36 percent of the
price.
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Secretary Richardson, yesterday a major generating facility went
down in the Northeast, and the day before a major facility in the
Pacific Northwest and California went down. As a result, both re-
gions remained very vulnerable to power outages. How close did
they come?

Mr. RICHARDSON. In New England the unexpected loss of the
Seabrook nuclear plant caused some concern. Fortunately, a cold
front rolled through the area yesterday, and the situation is ex-
pected to be much better today.

On the west coast, the Pacific Northwest right now is experi-
encing an extreme heat wave, and we have the Bonneville Power
Administration and our Federal teams in a preparatory status.
There could be some rolling blackouts there, but because of the in-
tensive efforts that we have made around the country in some of
these reliability summits, I think we are ready.

California, they are having extremely hot weather. Emergency
measures were taken yesterday, and the region just barely was
able to avoid rolling blackouts.

Chairman BLILEY. What steps can we take to begin to reduce the
vulnerability of the Nation’s interstate transmission grid?

Mr. RICHARDSON. Mr. Chairman, I think you are doing this right
now working on legislation. We have an adequate transmission
generating capacity in the country. We have to do more in emer-
gency energy efficiency. I think a bill that deals with reliability,
with transmission, with more generating capacity, that has an in-
vestment portfolio that contains our commitments to renewable en-
ergy.

In other words, Mr. Chairman, pass our comprehensive elec-
tricity bill, fund energy efficiency programs, and help us with our
energy grid research and development initiatives, but most impor-
tantly I think the fact that the Senate and the House are moving
is promising, but I urge you to move as fast as you can.

Chairman BLILEY. Thank you.

Administrator Browner, we will be hearing testimony later today
that puts much of the blame for volatile gas prices on a patchwork
of constantly evolving government rules and regulations designed
to protect the environment, including reformulated gas rules, refin-
ing requirements and so forth? Chairman Pitofsky specifically cites
the introduction of Phase II regulations for reformulated gas as one
specific factor that could have caused, and I say could have caused,
recent price spikes in the Midwest. Has the Clinton Administration
conducted a review of the environmental requirements that apply
to the gasoline industry from soup to nuts, refining, distribution
and consumption, to ensure that the industry is being regulated in
a holistic way, or are we still doing it on an ad hoc basis?

Ms. BROWNER. The requirements that we have put in place in
terms of refineries and how they do their business are in keeping
with the 1990 Clean Air Act amendments. Since it was passed by
Congress, there has only been required for sale two new types of
gasoline, RFG I and RFG II. EPA did late last year adopt a new
requirement for conventional gasoline and the reduction of sulfur
because of the very real health problems associated with high sul-
fur content. We worked with the industry to craft a flexible pro-
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gram. They get between 4 and 6 years to make those adjustments
in sulfur content.

The truth of the matter is if you look at what EPA or Congress
has required of the oil companies in terms of cleaner gasoline over
the last two decades, the only requirement that is currently in
place is the requirement for Phase II of the reformulated gasoline.
And as I said earlier, that recipe was the product of a negotiated
rulemaking with the industry on the order of 7 years ago. So we
gave them a lot of flexibility and a lot of notice as to what the spe-
cific recipe would be.

Chairman BLILEY. The Chair now recognizes the gentleman from
Tennessee Mr. Gordon.

Mr. GORDON. Thank you, Mr. Chairman.

First let me thank this distinguished panel of public servants for
joining us this morning, and thank you for the many personal, fi-
nancial, and family sacrifices that I know that you have given real-
ly to make our country or help make our country the envy of the
world. In terms of quality of life and economic prosperity, you have
all played a tremendous role in that. It would be sort of
counterintuitive to what we do in Congress, but it would be inter-
esting to have a hearing where you can come up and tell us about
the successes and challenges that you have overcome. That is the
reason that the rest of the world looks to us as really a leader.

Secretary Richardson, you have inherited as many big-time prob-
lems as any Cabinet Secretary could, and I want to thank you for
reversing the government practice of opposing nuclear workers’
health claims and also for many of those cleanups.

I know that you have taken a large role or really the lead role
in trying to help OPEC increase its production. Could you tell us
a little more about if you are expecting additional increases, what
we can do, and what we can expect there? And also the administra-
tion is not a Lone Ranger in establishing energy policy. What can
we in Congress do to give you more tools to help increase produc-
tion as well as help us get more through conservation out of the
energy sources that we have?

Mr. RICHARDSON. Congressman, since we started working with
OPEC and engaging them forcefully, as I say, there have been 3.5
million barrels more per day in 2 decisions that they made, 1 in
March and 1 about 10 days ago in June. We think that these are
favorable developments, but they are still modest steps. I believe
we need a strategy in this country that does not rely on imported
oil, that develops alternative sources of energy, that deals more
with energy efficiency and energy renewables and helps our domes-
tic producers. I think that is the key.

We are particularly concerned, Congressman, about a refinery
problem in Kuwait, an explosion that took place that should affect
supplies principally to Asia, but eventually we are studying the
ramifications for what it means for us.

OPEC is going to meet again in September, and our objective will
be to urge them to keep an open mind about further production in-
creases. Their last increase is close to 800,000 barrels per day, and
if you add non-OPEC countries, Mexico, Oman, possibly Norway,
that they will do more, we could be close to 900,000 barrels a day.
That is important to the American consumer because we do need
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more production, more supply. Demand is exceedingly high. Having
more production, not just for the international economy, but for the
world economy, for our economy, is important.

I would just close by saying we need to work together to pass the
President’s tax incentives on energy efficiency, on domestic oil and
gas reduction, on alternative sources of energy, on renewable en-
ergy, on the comprehensive electricity bill which is part of the
soundness of our grid. On an emergency basis we need to have an
authority for the Strategic Petroleum Reserve. I am worried about
a potential emergency. For the Northeast, we need the authority to
establish a home heating reserve. But these are initiatives that we
can work toge